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ite Energy oe Ltd. is focused on 
building sustainable value for our shareholders 
_ through the disciplined management 
of our operations and a commitment 
to grow a business in a manner that 


recognizes our long-term cost of capital. 


VWiE oI EO eAanWEVi THESE GOALS 


TOTAL ENERGY SERVICES LTD. (“Total Energy” or the “Company”) is a public energy services 


company based in Calgary,Alberta. Through its wholly-owned subsidiaries, Total Energy is involved in 
two core business sectors. The first is DRILLING SERVICES comprised of contract drilling and the 
rental and transportation of surface equipment to the oil and gas industry in northwestern Alberta 
and northeastern British Columbia. The second is PRODUCTION SERVICES consisting of the 
manufacturing, sale, rental and servicing of new and used natural gas compression equipment. 
Together these businesses provide a platform for building long-term shareholder value. Total Energy 
has achieved its growth by maintaining a disciplined acquisition strategy and undertaking strategic 
internal growth. The Company intends to achieve ongoing expansion through internal growth and 


accretive acquisitions. 


Total Energy Services Ltd. common shares trade on the Toronto Stock Exchange under the 


symbol TOT. 
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inconsistent compared to prior years due to a change in accounting policy relating to the amortization of goodwill. 


(1) Net earnings for 2002 are 
f goodwill, net of tax, of $243,000 in 1998, $436,000 in 1999, $436,000 in 2000, $415,000 in 2001 and nil in 2002. 


Net earnings include the amortization 0 


(2) Cash Flow equals cash provided by operations before changes in non-cash working capital items. 
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GrOns MESSAGE 


2002 proved to be a challenging year for the energy services industry in western Canada. While activity 
as measured by the number of wells drilled was reasonably high by historical measures, the nature of 
the wells drilled explains in part the difficult industry conditions. Much of the drilling activity in 2002 
was directed towards shallow gas opportunities in southern Alberta with the result that fewer services 
were required from energy service firms. A lack of significant drilling activity during the second half 
of 2002 in the context of relatively strong underlying commodity prices posed challenges to our 


operational management. 


Our Drilling Services sector witnessed a seasonally active first quarter of 2002 with a typical 
breakup following in the second quarter. While industry fundamentals would have suggested a return to 
significant drilling activity in the second half of 2002, such activity did not materialize until 
mid-December. The shift towards shallow natural gas drilling in southern Alberta particularly 
impacted our drilling and production rental business, which is geographically focused on northwestern 


Alberta and northeastern British Columbia. 


Our Production Services sector experienced a decline in year over year activity during the first half of 
2002. Activity levels recovered over the second half of the year to yield a year over year improvement in 
business. The increased demand for sub-1000 horsepower gas compression equipment during the second 


half of 2002 followed the strong summer and fall shallow gas drilling programs. 


Despite difficult industry conditions, there were several notable accomplishments in our organization 


during 2002, including the following: 


FOCUS « DISCIPLINE + GROWTH 


ceo’s message 


* maintained significant profitability in each of our business segments; 
* increased our capital equipment base by 29% through $14.1 million of net capital expenditures; 


* repurchased for cancellation just over one million common shares in the open market at an average 


price of $1.8! pursuant to our normal course issuer bid; 


* maintained/a solid balance sheet, with long term debt (including the current portion) at December 31, 


2002 representing less than 24% of our total book capitalization; 


¢ increased our drilling rig fleet by 50% in the fourth quarter of 2002 through the commercialization of 


Rig 5 and the construction of Rig 6; 


* extended our drilling and production rental infrastructure into northeastern British Columbia by the 


acquisition of a Fort Nelson based rental business in October 2002; 


* expanded the productive capacity of our gas compression business by at least 50% in the fourth 


quarter of 2002. 


LOOKING FORWARD 


While the delay in the commencement of drilling activity in the second half of 2002 was surprising, 
equally surprising was the magnitude of the increase in drilling activity once winter drilling programs 
commenced. Strong drilling activity levels have continued into the first quarter of 2003 and will result in 
solid performance by our Drilling Services sector during the first quarter. As well, our Production 
Services sector has seen continued strong demand into the first quarter of 2003 for sub-1000 horsepower 


compression equipment, with a significant increase in demand for rental compression. 


While current geopolitical and global economic concerns cause us to be somewhat cautious in our outlook 
beyond the first quarter of 2003, industry analysts are forecasting a substantial increase in drilling activity 
in western Canada for 2003, particularly on the natural gas front. Recent consolidation in the various 
business segments in which we compete should mitigate over-capacity concerns that exist in the 
industry generally. The significant steps that we took in 2002 to increase our earnings power in each of 


our divisions will pay off should activity levels continue to remain strong. 
Regardless of how 2003 unfolds, we have a clear vision of where we are going. Such vision has served us 


well in a highly cyclical industry. Total Energy’s strategy remains to be focused on operating and growing 


our existing businesses in a manner that: 
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GROWTH 


* provides our customers with quality equipment supported by exceptional service in return for fair 


compensation; 


¢ provides our employees with a stimulating work environment and an incentive system that is fair and 


aligns their interests with the interests of our shareholders; 


* appreciates the importance of our business activities to the well-being of the many communities in 


which we operate; 
* preserves our solid financial position thereby enabling us to pursue opportunities as they arise; 
* recognizes our long-term cost of capital; and 
¢ ultimately is grounded on our core objective of building real and sustainable shareholder value. 


We look forward to what should be a successful year for Total Energy. I extend my gratitude to all of our 


directors, management and employees for their continued support and hard work. 


Daniel K. Halyk 
Chief Executive Officer 
March 2003 
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FLEET OF SIX MODERN DRILLING RIGS AND EXPERIENCED CREWS 


proraL 
OILFIELD RENTALS PARTNERSHIP 


OVER 1800 PIECES OF DRILLING AND PRODUCTION RENTAL EQUIPMENT 
IN NINE LOCATIONS THROUGHOUT NW ALBERTA AND NE BRITISH COLUMBIA 


PRODUCTION SERVICES 


=B/DELL EQUIPMENT = 


GAS COMPRESSION 


MANUFACTURING, SALE, RENTAL AND SERVICING OF NEW AND 
USED NATURAL GAS COMPRESSION EQUIPMENT 


FOCUS + DISCIPLINE + GROWTH 


REVIEW OF OPERATIONS 


OUR FOCUS FOR 2002 WAS_ON STRATEGIC GROWTH WHILE MAINTAINING SAFE AND 
PROFITABLE OPERATIONS DURING WHAT PROVED TO BEA CHALLENGING ENVIRONMENT FOR 
THE ENERGY SERVICES INDUSTRY IN WESTERN CANADA. 


DRILLING SERVICES 


CONTRACT DRILLING 
Chinook Drilling Inc. 


Total Energy’s Contract Drilling segment reported revenues of $8.1 million in 2002 as compared to 
$10.1 million for 2001, a year in which a record number of wells were drilled. Utilization rates for Chinook 
during 2002 were 44%, as compared to the CAODC industry average of 39%. Operating days for the year 
totalled 649 days as compared to 765 days for 2001. 


Chinook currently operates a fleet of 6 modern drilling rigs: 
e 2 Failing 3500 singles (rated to 1200 meters) 


e | Rigmaster P-500 telescopic double (rated to 2600 meters) 


e 2 Rigmaster P-500 telescopic doubles with remote controlled automated pipe handling systems 
(rated to 2800 meters) 


e | Pragma 7000 telescopic extended reach single equipped with hydraulic top drive and automated pipe 


handling system (rated to 2200 meters) 


In keeping with its growth strategy, Chinook took advantage of the available shop space and lull in 
industry activity to build Rig 6 (which was completed in the fourth quarter of 2002) — a twin to Chinook’s 
highly successful Rig 4. 


During the year, Chinook drilled intermittent test wells with Rig 5, its prototype extended reach single. 
After making necessary modifications, this rig was commercialized at year-end with the assistance of a major 
operator in southern Alberta. Operationally, it competes favorably with 1000 meter rated shallow rigs 
in southern Alberta and is equipped with a top drive and pipe handling system to safely drill directional, 
horizontal or vertical wells to a depth range of 2200 meters. Considering the lack of equipment built with 
such versatility, Chinook expects to see increased utilization and day rates for this rig in 2003 versus 


conventional equipment. 
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review of operations 


DRILLING AND PRODUCTION RENTALS 
Total Oilfield Rentals Partnership 


Total Oilfield Rentals focuses on natural gas prone northwestern Alberta and northeastern British 
Columbia and has become one of the largest suppliers of surface oilfield equipment rentals in this area. 
Activity levels in this area were slow during the last half of the year as much of western Canadian drilling 
activity was focused on shallow gas and heavy oil prone areas in southern and eastern Alberta. Due to 
the direct link between drilling activity and rental utilization, activity levels in this segment remained 
low until freeze-up in mid-December. As a result, Total Oilfield Rentals achieved lower revenues of 
$19.4 million in 2002 as compared to $25.7 million in 2001, a decrease of 25%. 


Total Oilfield Rentals is based in Whitecourt with branch offices in Valleyview, Fox Creek, Grande 
Prairie, Manning, Edson, Red Earth Creek, High Level and the newly established Fort Nelson branch 
in northeastern British Columbia. During the slow spring and summer months, spending was curtailed 
and the Rocky Mountain House branch was consolidated with the Edson branch to improve operational 
efficiencies. Staffing levels in all branches were strategically managed, being careful not to negatively 


affect the core labour force required for increased activity that eventually occurred in December. 


Despite the low activity levels experienced during much of 2002, competitive pricing and satisfied 
customer support helped to maintain an adequate level of activity and provided Total Oilfield Rentals with 
opportunities to expand its earning capabilities for the 2003 winter drilling season. The following is a 


summary of significant growth initiatives completed during 2002: 


* $2.35 million acquisition of all the oilfield drilling and production assets of Streeper Contracting Ltd. 
based in Fort Nelson, British Columbia. This acquisition strategically enhances Total Oilfield Rentals’ 
presence in northeast British Columbia and adds a new branch with over 100 pieces of equipment to 
its rental fleet. Fort Nelson is located in close proximity to the Greater Sierra region, which has been 


described as one of the largest onshore natural gas plays in North America. 


* $1.3 million was spent on maintaining and upgrading the heavy truck fleet, including the addition of 
four new winch tractors and four trailers. Total Oilfield Rentals operates a modern fleet of 40 heavy 


trucks and 75 trailers. 


¢ $1.4 million was spent on the construction of new rental items. These additions increased the rental 


fleet to over 1800 pieces. 


2002 marked a year of strategic growth and rationalization during uncertain times in the areas serviced by 
our Drilling & Production Rentals segment. Looking ahead to 2003, Total Oilfield Rentals is encouraged 
by current activity levels and plans to evaluate further acquisition and internal growth opportunities to 


complement its existing business as warranted by customer demand. 
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PRODUCTION SERVICES 


Bidell Equipment Inc. 


Established in 1988, Calgary-based Bidell Equipment Inc. is a supplier of natural gas compression 
equipment. Bidell has strategically expanded its capability in designing and packaging low to medium 


range reciprocating and rotary screw compression packages ranging from 20 to 2000 horsepower. 


Bidell offers a range of services and products to its clients. In addition to designing and packaging 
portable and narrow skid style compressors to API, ASME, and ANSI standards, Bidell provides full 
maintenance and repair services for compression equipment. Bidell personnel have a 23-year history with 
Sullair Corporation in the development and application of rotary screw compressors for various natural gas 
applications and Bidell is a certified warranty depot and authorized O.E.M. for Sullair compressors in 
Canada. Bidell is a factory direct purchaser of Waukesha engines and has an O.E.M. agreement with 
Caterpillar through Finning. Bidell is also an authorized packager for Cooper Energy Services and carries 


the Kobelco and Ariel compressor lines. 


During the first six months of 2002, Bidell remained profitable despite a significant market downturn. 
As the market for gas compression started to improve as a result of significant summer shallow gas 
drilling activity, Bidell experienced a noticeable increase in business activity during the second half 


of 2002. 


During 2002, Bidell generated revenues of $15.3 million, down 25% from $20.3 million in 2001. At year- 
end, Bidell’s build backlog was $4.3 million and currently the backlog stands at over $6.0 million. Bidell 
has also experienced a significant increase in the demand for leased compression and currently has over 


12,000 horsepower of compression equipment on rent. 


Bidell moved into a new 58,000 square foot facility in southeast Calgary at the end of October 2002. 
The new facility was designed to accommodate a significant increase in production capability without a 
significant increase in financial risk. Recent consolidation in the Canadian gas compression industry is 
expected to lessen the over-capacity concerns that have existed over the past several years. Bidell is well 
positioned to capture a larger share of the gas compression market which tends to offset the highly 


cyclical nature of Total Energy’s Drilling Services segment, as experienced in 2002. 


an 


Larry P Coston 


Chief Operating Officer 
March 2003 
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MANAGEMENT’S DISCUSSION & ANALYSIS OF 
FINANCIAL CONDITION & RESULTS OF OPERATIONS 


This management discussion and analysis-focuses on key statistics from the consolidated financial statements and pertains to 
known risks.and uncertainties relating to the oilfield services industry. This discussion should not be considered all-inclusive, 
as it excludes changes that may occur in general economic, political and environmental conditions. This discussion and analysis 
of the financial condition and results of operations for the year ended December 31, 2002, should be read in conjunction with 


the consolidated financial statements and related notes and material contained in other parts of this annual report. 


Results of Consolidated Operations 


The results for the year ended December 31, 2002 reflect generally weaker natural gas pricing compared 
to 2001 compounded by geopolitical turmoil and economic uncertainty. Industry activity levels decreased in 
2002 from 2001. According to industry analysts the number of natural gas well completions will decline from 
approximately 11,100 in 2001 to an estimated 9,500 in 2002. The number of oil completions is expected to 
remain relatively steady at an estimated 4,600 in 2002, compared to 4,763 in 2001. Activity levels declined 
due to a weaker natural gas pricing, which was the result of softer than anticipated industrial demand and higher 
than expected storage levels. During 2002, industry analysts estimate that Western Canadian exploration and 
production capital expenditures decreased by 21% over the prior year. Oil prices decreased from an average of 
$US25.95 West Texas Intermediate (WTI) per barrel for 2001 to $US24.25 WTI per barrel for 2002. This is 
a decrease of 7%. Natural gas prices decreased from an average of $CDN5.48 per mcf in 2001 to an average of 
$CDN3.90 per mef in 2002. This is a decrease of 29%. According to the Canadian Association of Oilwell 
Drilling Contractors (CAODC) the number of wells completed decreased from 17,933 in 2001 to an estimated 
14,459 in 2002. This is a decrease of 19%. 


Consolidated Revenue 


Revenues decreased 23% to $45.4 million for the year ended December 31, 2002 versus $58.6 million for the 
same period in 2001. 


Segmented Revenue 


Segmented revenues for the year ended December 31, 2002 were $15.3 million for Gas Compression Services, 
$19.4 million for Drilling and Production Rentals, $8.1 million for Contract Drilling Services and $2.5 million 
for Other. 


Drilling and Production Rentals 


The revenue reported from Total Energy’s Drilling and Production Rentals segment decreased by 25% from 
$25.7 million in 2001 to $19.4 million in 2002. As mentioned above, the decrease was due to lower industry 
activity levels, particularly in the geographic areas where this segment operates. Average utilization of the 
rental assets decreased to 39% for the year ended December 31, 2002 as compared to 51% in 2001. Therefore, 


revenues decreased due to lower utilization in 2002 as compared to 2001 and lower pricing in 2002 than 2001. 
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Gas Compression Services 


The revenue reported from Total Energy’s Gas Compression Services segment was $15.3 million in 2002 as 
compared to $20.3 million in 2001. This is a decrease of 25% from 2001. The decrease in revenue was 
attributable to the lower capital spending witnessed in 2002 as compared to 2001. The industry temporarily 
shifted its focus away from natural gas exploration and production as pricing for this commodity corrected from 
the high levels experienced during 2001. Although this segment experienced uneven sales throughout 2002, 
its production facility worked steadily throughout the year in order to build up inventory for the expected 
increase in activity towards the latter part of the year. Sales during the first half of 2002 weakened 
considerably from the strong results posted for the same period in 2001. Although this segment saw an increase 
in demand during the second half of 2002, customers were generally hesitant to make large capital 
commitments without a sustained rebound in natural gas pricing. This segment sought to mitigate this 
customer uncertainty by focusing its efforts on leasing and renting compressor packages to customers who did 
not want to commit to larger capital expenditures. This strategy was successful as this segment was able to earn 
a sufficient return on its inventory position and its customers were able to access compression capacity 
without committing large amounts of capital. This segment exited the year with a backlog of orders totaling 
$4.3 million. At December 31, 2002 the total number of compressors on lease increased to a total horsepower 
rating of 6,600, as compared to a total horsepower rating of 500 as at December 31, 2001. During October 2002 


the Company moved into its new facility and was able to take advantage of the increased production capacity. 
Contract Drilling Services 


The revenue reported from Total Energy’s Contract Drilling Services segment was $8.1 million in 2002 as 
compared to $10.1 million in 2001. Revenue decreased by 20% from the prior year primarily due to lower 
industry activity levels. This was referenced above by the significantly reduced well count between 2001 and 
2002. Despite depressed industry conditions, the Contract Drilling Services segment achieved a utilization 
rate of 44%, which compares favorably to the CAODC industry average utilization of 39%. Operating days 
for the year ended December 31, 2002 totaled 649 days as compared to 765 days for 2001. The operating days 
for 2001 and 2002 reflect the results for four rigs. During 2002 Total sought to commercialize Rig 5 by 
working with a select operator to refine the rig’s depth and operational capabilities. This rig achieved 
commercial viability as of January 1, 2003. Total added Rig 6 to this segment in October 2002, however the 
tig did not begin operating until December 2002. 


Other 
Total’s Other segment includes the operations of its Trailer Repair business and Corporate activities. 


The revenue reported from Total Energy’s Other segment was $2.5 million in 2002 as compared to $2.4 million 
in 2001. This is an increase of 4% from 2001. All of the revenue is attributable to the Trailer Repair segment. 
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Operating Expenses 


Operating expenses decreased by 16% in 2002 to $28.1 million as compared to $33.4 million in 2001. 
The decrease was due to the decreased activity in all of Total’s major businesses in 2002 as compared to 2001. 
The gross margins were lower in 2002 at 38% as compared to 43% in 2001. This decrease can be attributed to 
lower average pricing than was achieved during 2001 and the higher fixed cost structure within the Drilling 
and Production Rentals segment. A higher fixed cost structure does not allow a segment to reduce its expenses 
directly in proportion to a decrease in its revenue and therefore this has a negative impact on gross margins. 
Operating expenses consist of salaries and benefits for operations personnel, repairs, maintenance, fuel, 


manufacturing costs and trucking. 
Selling, General and Administration Expenses 


Selling, general and administration expenses were $7.4 million in 2002 as compared to $8.0 million in 2001. 
This 8% decrease was due to Total effectively managing its overhead and human resources in order to be 
appropriately structured for the lower activity levels experienced during 2002. General and administration 
expenses include salaries and benefits for office staff, rent, utilities, and communications in the Company’s 
various segmental offices and its corporate head office. General and administration expenses also include costs 
to maintain the Company’s public listing and professional fees required to operate the head office. Included in 
2002 selling, general and administration expenses is approximately $150,000 of one time expenses related to 


the pursuit of significant acquisition opportunities that were not completed. 
Depreciation Expense 


Consolidated depreciation expense increased by 3% in 2002 to $4.0 million as compared to $3.9 million in 
2001. This increase was due to the addition of property, plant and equipment throughout 2002. In 2002, the 
Company retroactively adopted a straight-line method of depreciating rental compression assets. As a result of 
this change, depreciation expense and retained earnings for the year ended December 31, 2002 and prior years 
do not require any adjustment. All of the Company’s property, plant and equipment is now depreciated on a 


straight-line basis with the exception of the contract drilling rigs which are depreciated on a utilization basis. 
Other Interest Expense 


Other interest expense was $0.5 million in 2002 as compared to $0.3 million in 2001. This increase was due 


to a higher average line of credit balance during 2002 as compared to 2001. 
Interest on Long-term Debt 
Interest on long-term debt decreased by 30% in 2002 to $0.7 million as compared to $1.0 million in 2001. 


The decrease was due to a reduction in interest rates in 2002 as compared to 2001, as well as a reduction in 


long-term debt throughout the year, with the exception of the fourth quarter of 2002. 
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Operating Earnings 


Operating earnings decreased by 61% in 2002 to $4.7 million as compared to $12.0 million in 2001. The 
Drilling and Production Rentals segment contributed operating earnings of $3.8 million in 2002 as compared 
to $9.2 million in 2001. This is a decrease of 59%. The operating earnings margin in this segment was 20% in 
2002 as compared to 36% in 2001. The decrease in operating earnings resulted from lower revenues due to less 
activity and competitive pricing pressures. The lower revenues were not proportionately offset by lower expenses 
due to the high fixed cost structure of this business, including the fact that depreciation in this segment is 
calculated on a straight line basis and does not fluctuate with activity levels. The Natural Gas Compression 
Services segment contributed operating earnings of $1.5 million in 2002 as compared to $2.3 million in 2001. 
The decrease was due to lower revenues being offset by slightly higher gross margins. The operating earnings 
margin in this segment was 10% in 2002 as compared to 12% in 2001. The Contract Drilling segment 
contributed operating earnings of $1.0 million in 2002 as compared to $2.2 million in 2001. The operating 
earnings margin in this segment was 12% in 2001 as compared to 22% in 2001. The Contract Drilling segment 
experienced a large decrease in its operating earnings margin from the prior year because of decreases in both 
pricing and utilization. The total number of operating days declined from the prior year by 116 days. This was 
a decrease of 15%. In addition, the gross margin of this division decreased from 40% in 2001 to 32% in 2002, 
which translated into a decrease of $1.5 million. The Other segment had operating losses of $1.6 million in 
2002 as compared to $1.8 million in 2001. 


Gain (Loss) on Disposal of Equipment 


The loss on disposal of equipment was $3,000 in 2002 as compared to a gain of $11,000 in 2001. The gain/loss 
on disposal of equipment results from the continual replacing and upgrading of older equipment in the 


Company’s fleet. 
Amortization of Goodwill, Net of Tax 


The Company recorded amortization of goodwill, net of tax, of nil in 2002 as compared to $0.4 million in 2001. 
This expense is inconsistent with the prior year due to a change in accounting policy relating to the amortiza- 


tion of goodwill. 
Income Taxes and Net Earnings 


The Company recorded net earnings of $3.6 million ($0.15 per share on a diluted basis) in 2002 as compared 
to $7.4 million ($0.31 per share on a diluted basis) in 2001. Income tax expense was $1.1 million in 2002 as 
compared to $4.2 million in the previous year. This resulted in an effective tax rate of 23% in 2002 as 
compared to 36% in 2001. The Company's statutory combined income tax rate for 2002 is 39%. The decrease 
in the effective income tax rate as compared to the statutory rate in 2002 arises from the benefit realized from 
lower rates in various jurisdictions. The decrease in the effective income tax rate as compared to the statutory 
rate in 2001 arises from a reduction of future income taxes following the introduction by the provincial 


government of Alberta of income tax rate reductions. Canadian generally accepted accounting principles 
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(GAAP) require that the effect of this income tax rate reduction on the Company’s future tax balances 
be reflected as a decrease of future tax expense in 2001, since the rate reductions have been substantively 


enacted into law. 


LIQUIDITY AND CAPITAL RESOURCES 


Cash Flow Provided from Operations 


Cash flow provided by operations, before changes in non-cash working capital was $7.3 million in 2002 as 
compared to $15.0 million in 2001, a decrease of 51%. The difference was primarily due to decreased earnings 
in 2002 as compared to 2001 compounded by the decrease in depreciation and amortization expense and in 
future income taxes. The Company reinvests all internally generated cash flow into the internal growth of 
existing businesses, acquisitions, the repurchase of the Company’s shares for cancellation pursuant to the 


Company’s ongoing normal course issuer bid or the repayment of long-term debt. 


Investments 


Net cash used in investment activities in 2002 was $14.1 million as compared to $14.1 million in 2001. 
The majority of cash used for 2002 investment activities related to the purchase of property, plant and 
equipment. The Company purchased $14.9 million of property, plant and equipment in 2002 as compared 
to $16.6 million in 2001. Purchases of property, plant and equipment in 2002 were allocated as follows: 
$5.5 million in the Gas Compression Services segment; $5.0 million in the Drilling and Production Rentals 
segment, $4.5 million in the Contract Drilling Services segment and Nil in the Other segment. The majority 
of the property, plant and equipment additions in the Gas Compression Services segment relate to the increase 
in the size of the leasing and rental compression fleet. The property, plant and equipment additions in the 
Drilling and Production Rentals segment primarily relate to the acquisition of the assets from Streeper 
Contracting which account for $2.35 million of the total, with the remainder relating to the building of new 
rental equipment and the purchase of new heavy trucks and trailers. The property, plant and equipment 
additions for the Contract Drilling Services segment relate primarily to the building of Rig 6. During 2001, 
the property, plant and equipment additions were as follows: $1.5 million in the Gas Compression Services 
segment, $7.2 million in the Drilling and Production Rentals segment, $7.8 million in the Contract Drilling 
Services segment and $0.1 million in the Other segment. The purchase of property, plant and equipment in 


2002 was offset by proceeds on the sale of equipment of $0.8 million, as compared to $2.5 million in 2001. 


Financing 


Net cash flow from financing activities was $8.4 million in 2002 as compared to $3.5 million in 2001. 
The Company had cash provided from the issue of common shares of $4.2 million in 2002 as compared to 
$0.2 million in 2001. On September 12, 2000, the Company completed a prospectus offering of 5,764,000 


units. Each Unit consisted of one common share and one half of a common share purchase warrant. 
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Each whole common share purchase warrant entitled the holder to purchase one common share at $1.50 per 
share until March 11, 2002. 2.373 million of the share purchase warrants were exercised in 2002 versus 93,000 
in 2001. In addition, 0.417 million share purchase warrants expired during 2002. The Company had advances 
under long-term debt of $7.5 million in 2002 as compared to $5.0 million in 2001. The majority of the 
advances related to the Company’s capital investment program in 2002 and 2001. The Company continued to 
focus on paying down its long-term debt. Repayments of long-term debt totaled $3.5 million in 2002 as 
compared to $4.5 million in 2001. Total, through its normal course issuer bid, repurchased 1,028,600 common 


shares during 2002 at an average price of $1.81 per share including commissions. 
Liquidity 


The Company had a working capital deficit of $0.4 million at the end of 2002 as compared to a working capital 
surplus of $4.0 million at the end of 2001. This decrease in the Company’s working capital position is the result 
of the counter cyclical capital investment program undertaken by the Company during 2002, and in particular 


the fourth quarter, which resulted in an increased operating line of credit and accounts payable balance. 


Business Risk and Management 


The oil and gas service industry is highly reliant on the levels of capital expenditures made by oil and gas 
producers and explorers. These companies base their capital expenditures on several factors, including but not 
limited to hydrocarbon prices, production levels of their reserves and access to capital. Activity levels are 
ultimately dependent on these above and other factors. Oil and gas producers and explorers tend to look at 
long-term fundamentals in any of the above factors before they adjust their capital budgets to reflect the above 
factors. Given the current optimism surrounding oil and gas prices, companies are indicating an increase in 
their 2003 capital budgets to take advantage of the favorable pricing environment. Industry analysts project 
that capital expenditures in the Western Canadian Sedimentary Basin will increase from an estimated $23.4 
billion in 2002 to an estimated $30.1 billion in 2003 due primarily to a favorable outlook for commodity prices, 


particularly natural gas. 


The Company is planning for increased activity in its segments during 2003 relative to 2002. The Company 
took advantage of the industry slowdown during 2002 to add capacity to each of its segments at reasonable cost. 
It is anticipated the Company will benefit significantly from this action and more specifically the increased 


capacity should translate into a significant improvement in earnings during the next twelve months. 


The Company has a comprehensive insurance and risk management program in place to protect its assets, 
operations and employees. The Company also has programs in place to ensure it meets or exceeds current safety 
and environmental standards. The Company has safety and environmental personnel responsible for 
maintaining and developing the Company’s policies and monitoring the Company’s operations in each 
segment to ensure they are in compliance with the policies. The safety and environmental personnel are 


required to report any incidents directly to the President and Chief Operating Officer of Total Energy. 
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The consolidated financial statements have been approved 


/ David A. Hawkins, GA 


Vice President, Finance and Chief Financial Officer 


E * GROWTH 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have audited the consolidated balance sheets of Total Energy Services Ltd. as at December 31, 2002 and 
2001 and the consolidated statements of earnings, retained earnings and cash flows for the years then ended. 
These financial statements are the responsibility of the Company's management. Our responsibility is to express 


an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 


significant estimates made by management, as well as evaluating the overall financial statement presentation. 
In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 


position of the Company as at December 31, 2002 and 2001 and the results of its operations and its cash flows 


for the years then ended in accordance with Canadian generally accepted accounting principles. 


KPMG jie 


Chartered Accountants 


Calgary, Canada 
March 7, 2003 
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TOTAL ENERGY SERVICES LTD. 
Consolidated Balance Sheets 


December 31, 2002 and 2001(in thousands of dollars) 


ASSETS 
Current assets: 
Accounts receivable 
Inventory 
Work-in-progress 
Prepaid expenses and deposits 


Property, plant and equipment (note 3) 


Goodwill, net of accumulated amortization of $1,678 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities: 
Bank indebtedness (note 4) 
Accounts payable and accrued liabilities 
Income taxes payable 


Current portion of long-term debt (note 5) 
Current portion of obligations under capital leases (note 6) 


Long-term debt (note 5) 
Deferred obligation (note 11) 
Future income taxes (note 8) 
Shareholders’ equity: 
Share capital (note 7) 
Retained earnings 


Commitments (note 9) 


Subsequent event and related party transaction (note 13) 
See accompanying notes to consolidated financial statements. 
Approved by the Board: 


Foe Bor 


Director: Bruce L. Pachkowski 


Director: Thomas Stan 


2002 2001 

$ 9,397 AN (tcp 5) 
7,295 4,983 
4,023 7,534 
840 501 
21,555 20,846 
58,393 48,347 
4,451 4,451 

$ 84,399 $ 73,644 
$ 8,853 $ 6,695 
7,832 6,268 
404 352 
4,880 3,380 

= 136 
21,969 16,831 
14,984 12,467 
833 3.217 
6,884 7,375 
26,241 23,160 
13,488 10,594 

39 7100 ee 

$ 84,399 $ 73,644 


TOTAL ENERGY SERVICES LTD. 
Consolidated Statements of Earnings 


Years ended December 31, 2002 and 2001 (in thousands of dollars except per share amounts) 


REVENUE 

Expenses: 
Operating 
Selling, general and administration 
Depreciation 


Other interest 
Interest on long-term debt 


Operating earnings 

Gain (loss) on disposal of equipment 

Earnings before income taxes and goodwill amortization 
Income taxes (note 8): 


Current 
Future (reduction) 


Earnings before amortization of goodwill 
Amortization of goodwill, net of income taxes 


Net earnings 


Earnings per share before goodwill amortization (note 7): 


Basic 
Diluted 

Earnings per share (note 7): 
Basic 


Diluted 


See accompanying notes to consolidated financial statements. 


2002 2001 

$ 45,360 eeisioyal 
28,098 33,444 
7,378 7,970 
4,040 3,865 
470 332 

693 995 
40,679 46,606 
4,681 11,965 
(3) 11 

4,678 11,976 
1,440 851 
(386) 3,347 
1,054 4,198 

Tea Goa 1,718 
= 415 

$ 3,624 Si S63 
$ 0.15 $ 0.34 
$ 0.15 $ 0.32 
$ 0.15 $ 0.32 
$ 0.15 $ 0.31 


TOTAL ENERGY SERVICES LTD, 
Consolidated Statements of Retained Earnings 


Years ended December 31, 2002 and 2001 (in thousands of dollars) 


2002 2001 

Retained earnings, beginning of year $ 10,594 $ 4,287 

Net earnings 3,624 7,363 
Repurchase and cancellation of common shares in 

excess of stated share capital (note 7) (730) (1,056) 

Retained earnings, end of year $ 13,488 : $ 10,594 


See accompanying notes to consolidated financial statements. 


TOTAL ENERGY SERVICES LTD. 
Consolidated Statements of Cash Flows 


Years ended December 31, 2002 and 2001 (in thousands of dollars) 


CASH PROVIDED BY (USED IN): 


Operations: 
Net earnings 
Add (deduct) items not affecting cash: 
Depreciation and amortization 
Future income taxes 
(Gain) loss on disposal of equipment 


Changes in non-cash working capital items (note 12) 


Investments: 
Purchase of property, plant and equipment 
Proceeds on disposal of property, plant and equipment 


Financing: 
Issue of common shares 
Advances under long-term debt 
Repayment of long-term debt 
Repayment of obligations under capital leases 
Share issue costs 
Repurchase of common shares 
Increase in bank indebtedness 


Increase in cash 

Cash, beginning of period 

Cash, end of period 

Supplemental Cash Flow Information: 
Interest paid 


Income taxes paid 


See accompanying notes to consolidated financial statements. 


2002 2001 

$ 3,624 $ 7,363 
4,040 4,285 

(386) 3,347 
3 (11) 

7,281 14,984 
(1,581) (4,406) 
5,700 10,578 
(14,936) (16,601) 

847 2,510 
(14,089) (14,091) 
4,193 207 

7,500 5,000 
(3,484) (4,519) 
(136) (481) 

= (18) 
(1,842) (2,303) 

2,158 5,627 

8,389 3,513 

$ = $ = 
$ 1,188 Saal 
$ 957 $ 82 


TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


GENERAL: 


Total Energy Services Ltd. (the "Company") is incorporated under the Business Corporations Act 
(Alberta). The Company’s business is the manufacturing, sale, rental and servicing of natural gas 
compression equipment, the provision of contract drilling services and the rental and transportation of 
surface equipment used in drilling and production processes to oil and gas exploration and production 
companies in western Canada. 


Significant accounting policies: 


(a) 


(b) 


(c) 


(d) 


ICUS 


Basis of presentation: 


These consolidated financial statements include the accounts of the Company, its subsidiaries and 
partnership, all of which are wholly owned. 


Property, plant and equipment: 

Property, plant and equipment are stated at cost. Depreciation is recorded using the straight-line 
method over the estimated useful lives of the assets for all assets except contract drilling equipment, 
which is depreciated using the utilization method. Depreciation rates are as follows: 

Assets depreciated under straight-line method Estimated useful life in years 
Building 20 
Furniture and fixtures 5 
Shop machinery and equipment 5S 
Rental equipment 5 to 15 
Automotive equipment 3 to 10 
Computer equipment 3 
Assets depreciated under the utilization method Estimated useful life 
Contract drilling equipment 3,000 days 
Inventory and work-in-progress: 

Raw materials inventory, work-in-progress and finished goods are valued at the lower of cost and 
net realizable value. Cost for raw materials is determined on a specific item basis, with overhead 
and labour being determined on a weighted average basis. 

Per share amounts: 


Basic earnings per share is calculated using the weighted average number of common shares 
outstanding during the year. Diluted earnings per share is calculated following the treasury stock 
method assuming that proceeds obtained upon the exercise of options would be used to purchase 
common shares at the average market price during the period. 
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TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


1. Significant accounting policies (continued): 


(e) Revenue recognition: 


The Company recognizes revenue as services and equipment are provided or products sold on a 
daily, hourly or job basis. 


(f) Measurement of uncertainty: 


The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenue and expenses. Actual results could differ from 
these estimates. 


(g) Income taxes: 


The Company follows the liability method of accounting for future income taxes. Under the 
liability method, future income tax assets and liabilities are determined based on "temporary 
differences" (differences between the accounting basis and the tax basis of the assets and liabilities), 
and are measured using the currently enacted, or substantively enacted, tax rates and laws expected 
to apply when these differences reverse. Income tax expense is the sum of the Company’s provision 
for current income taxes and the difference between opening and ending balances of the future 
income tax assets and liabilities. 


(h) Stock-based compensation plan: 


The Company has equity incentive plans, which are described in Note 7. No compensation 
expense is recognized for these plans when stock options are issued. Any consideration received on 
exercise of stock options is credited to share capital. 


2. Change in accounting policy: 


(a) Business Combinations, Goodwill and Other Intangible Assets: 


In 2002, the Company adopted a new accounting standard for business combinations and goodwill 
and other intangible assets. Under the new standard for business combinations, the Company 
is required to use the purchase method to account for all business combinations initiated after July 1, 
2001 and identify, separate from goodwill, other intangible assets that arise from contractual or legal 
rights or that can be separately sold. The new accounting standard substantially conforms with 
accounting policies followed by the Company for all prior business combinations. 


Under the new standard of accounting for goodwill, goodwill is no longer amortized, but is tested for 
impairment at least annually. Under the goodwill test, if the fair value of a reporting unit does not 
exceed its carrying value, the excess of fair value of net assets over the fair value of a reporting unit 
is considered to be the implied fair value of goodwill. If the carrying value of goodwill exceeds its 
implied value, the difference is recognized as an impairment loss. The Company assessed for the 
impairment of goodwill at December 31, 2002 and determined that there was no impairment, and 
thus no impairment loss was recognized. Amortization for the year ended December 31, 2002 is nil 
(December 31, 2001 - $422,000). 
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TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


2. Change in accounting policy (continued): 


(b) 


(c) 


Stock-based compensation plan: 


Effective January 1, 2002, the Company has prospectively adopted the new accounting standards 
with respect to accounting for stock options. The Company’s stock-based compensation plans for 
employees do not involve the direct award of stock, or call for the settlement in cash or other 
assets. As a result, the Company has the option to apply either the intrinsic value based or the fair 
value based method of accounting for stock-based compensation awards granted to employees. 


The Company has elected to apply the intrinsic value based method and accordingly, 
no compensation costs have been recognized in the financial statements. In accordance with the 
Company’s share option plans, these options have an exercise price equal to the market price at 
date of grant. The per share weighted average fair value of stock options granted during the year 
ended December 31, 2002 was $0.92 based on the date of grant using the Black-Scholes option 
pricing model with the following average assumptions: risk-free interest rate of 2.7%, expected life 
of 5 years and expected volatility of 48%. 


Had the Company determined compensation costs based on the fair value at the date of grant for 
its stock options, net income would have decreased by $98,000 to $3.5 million (EPS $0.15) for the 
year ended December 31, 2002. These adjusted earnings noted above reflect compensation cost 
amortized over the options’ vesting period. 


Depreciation of rental compression equipment: 


In 2002, the Company retroactively adopted a straight-line method of depreciating rental 
compression assets. As a result of this change, depreciation expense and retained earnings for the 
year ended December 31, 2002 and prior years do not require any adjustment. 


3. Property, plant and equipment: 


Accumulated Net book 

December 31, 2002 Cost depreciation value 
Land $ 602 $ - §$ 602 
Building Deaiaeyl 476 2,301 
Furniture and fixtures 703 585 118 
Shop machinery and equipment 783 508 275 
Rental equipment 33,309 8,787 24,522 
Automotive equipment 11,680 2,758 8,922 
Computer equipment 529 384 145 
Contract drilling equipment 23,042 1,534 21,508 
$ 73,424 $ 15,032 $ 58,393 
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TOTAL ENERGY SERVICES LTD. 


Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


3 


Property, plant and equipment (continued): 


December 31, 2001 


Land 

Building 

Furniture and fixtures 

Shop machinery and equipment 
Rental equipment 

Automotive assets under capital lease 
Automotive equipment 

Computer equipment 

Contract drilling equipment 


Bank indebtedness: 


Cost 


626 
2,476 
681 
578 
24,506 
1,107 
9,660 
497 
18,592 


58,723 


Accumulated 
depreciation 


238 
451 
263 
6,169 
174 
1,848 
301 
932 


Net book 


value 


$ 10,376 


Bank indebtedness is payable on demand, and is secured by a first fixed and floating charge debenture 
over all the assets of the Company and a general assignment of book debts and bears interest at the 


bank’s prime rate plus 0.5%. 


Long-term debt: 


Loan payable, requiring monthly payments of $406,667 plus 
interest calculated at the lesser of the current short-term 
Bankers Acceptance rate plus a 1.75% stamping fee, or 
bank prime rate plus 0.75%. Loan is a revolving evergreen 
facility with each drawdown repaid over sixty months and 
is available to a maximum of $25,000,000. The facility is 
secured by a first fixed and floating charge on all assets of 


the Company and certain other collateral security. 


Less current portion 


Principal payments due over the next five years are as follows: 


2003 
2004 
2005 
2006 
2007 
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2002 


$ 19,864 


2001 


15,847 


3,380 


12,467 


4,880 
4,880 
4,880 
3,924 
1,300 
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TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


6. Obligations under capital leases: 


Equipment under capital lease 


Less current portion 


2002 2001 

$ = $ 136 
- 136 

§ : ‘oa 


Interest of $1,735 for the year ended December 31, 2002 (December 31, 2001 - $23,598) relating to 
capital lease obligations has been included in interest on long-term debt. 


Share capital: 


~ 


(a) Authorized: 


Unlimited number of common voting shares 


Unlimited number of non-cumulative, 7% per annum dividend bearing preferred shares 


(b) Common shares issued: 


Balance, December 31, 2000 


Issued on exercise of warrants 
Repurchased and cancelled 
Issued on exercise of stock options 


Less share issue costs (net of future income tax benefit of $6) 


Balance, December 31, 2001 
Issued on exercise of warrants 
Repurchased and cancelled 


Issued on exercise of stock options 


Balance, December 31, 2002 


FOCUS + DISCIPLINE + GROWTH 


Number 
of shares Amount 
(in thousands) 
235) $ 24,213 
93 139 
(1,165) (1,248) 
84 68 
- (12) 
22525 23,160 
WiI/3: 3,559 
(1,029) (1,112) 
530 634 
24,397 $ 26,241 


TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements, 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


7. Share capital (continued): 


(c) Equity offering: 


Effective September 12, 2000, the Company completed a prospectus offering of 5,764,000 units. 
Each unit consisted of one common share and one half of a common share purchase warrant. 
Each whole common share purchase warrant entitled the holder to purchase one common share at 
$1.50 per share until March 12, 2002. During 2001, 92,500 share purchase warrants were exercised 
for gross proceeds of $138,750. During 2002, 2,372,680 share purchase warrants were exercised for 
gross proceeds of $3,559,020. The remaining 416,820 share purchase warrants expired in 2002. 


(d) Options: 


On November 12, 1996, the directors of the Company adopted a stock option plan (the “ASE 
Plan”), which was drafted to comply with the policies of The Alberta Stock Exchange. Under the 
ASE Plan, options to acquire common shares of the Company could be granted to the directors, 
officers and employees of the Company and to consultants retained by the Company. The ASE 
Plan was ratified by shareholders at the special meeting of shareholders held on August 22, 1997. 
The common shares of the Company were voluntarily delisted from The Alberta Stock Exchange 
in January 1999 (following the listing of the common shares on The Toronto Stock Exchange) and 
it is not anticipated that any further options will be granted under the ASE Plan. At such time as 
those options have been exercised, expire or are cancelled, the ASE Plan will terminate and will 
be of no further force or effect. 


ASE plan options 2002 2001 
Weighted- Weighted- 
average average 
Options _ exercise price Options exercise price 


Outstanding at beginning 


of year 564,667 $ 1.88 659,667 $ 1.85 
Exercised (204,667) 1.48 (20,000) 0.50 
Cancelled (=) (75,000) 2.00 
Outstanding at end of year 360,000 $ 2.10 564,667 $ 1.88 
Options vested at end of year 360,000 564,667 
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TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


Share capital (continued): 


The following table summarizes information about the ASE Plan options outstanding at 
December 31, 2002. 


ASE plan options Options outstanding Options exercisable 
Number  Weighted- Number 

outstanding average Weighted- exercisable | Weighted- 
at remaining average at average 
Range of December 31, — contractual exercise December 31, exercise 
Exercise prices 2002 life (years) price 2002 price 
$1.01 to $2.00 210,000 0.63 $ 2.00 210,000 $2200 
$2.01 to $3.00 150,000 0.22 WIS, 150,000 Das 
360,000 0.46 Sale 360,000 S$ 210 


On December 4, 1998, the Company implemented a new form of stock option plan (the “TSE 
Plan”), which was drafted to comply with the policies of The Toronto Stock Exchange. Under the 
TSE Plan, options to acquire common shares of the Company may be granted to the 
directors, officers and employees of the Company and to consultants retained by the Company. 
The aggregate number of common shares issuable upon the exercise of options outstanding under 
the TSE Plan at any time may not exceed 10% of the issued and outstanding common shares and 
the aggregate number of common shares issuable to any one officer, director or full time employee 
of the Company may not exceed 5% of the total number of issued and outstanding common shares. 
The period during which an option granted under the Plan is exercisable may not exceed ten years 
from the date such option is granted. The price at which common shares may be acquired upon the 
exercise of an option is determined with reference to the closing price of the common shares on the 
first day prior to the date of grant on which a board lot of common shares traded on The Toronto 
Stock Exchange. 


TSE plan options 2002 2001 
Weighted- Weighted- 
average average 
Options exercise price Options exercise price 
Outstanding at beginning of year 1,111,000 $ 1.02 1,125,000 $ 1.02 
Granted 460,000 2.04 75,000 0.90 
Exercised (325,000) 1.02 (64,000) 0.91 
Cancelled (25,000) 2 (25,000) 22 
Outstanding at end of year 1,221,000 $ 1.40 1,111,000 $ 1202; 

Options vested at end of year 914,333 927,667 
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TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


7. Share capital (continued): 


(e 


~—S 


The following table summarizes information about the TSE Plan options outstanding at 
December 31, 2002. 


TSE plan options Options outstanding Options exercisable 
Number Weighted- Number 

outstanding average Weighted- exercisable Weighted- 

at remaining average at average 

Range of December 31, contractual exercise | December 31, exercise 

Exercise prices 2002 life (years) price 2002 price 

$0.50 to $1.00 361,000 13) 0.70 361,000 $ 0.70 

$1.01 to $2.00 400,000 Del 1.29 400,000 1.29 

$2.01 to $3.00 460,000 4.41 2.04 153,333 2.04 

1,221,000 Melis 3 1.40 914,333 $ 1.18 


Subject to the foregoing restrictions, and certain other restrictions set forth in the TSE Plan, the 
Board of Directors of the Company is authorized to provide for the granting of options, vesting 
period of options and the exercise and method of exercise of options granted under the TSE Plan. 


Options granted under the ASE Plan and the TSE Plan are non-assignable. Such options are 
subject to early termination in the event of the death of a participant or in the event a participant 
ceases to be an officer, director, employee or consultant of the Company, as the case may be. 


Per share amounts: 

The weighted average number of shares outstanding during the year was 24,219,046 
(2001 — 22,880,810). In computing diluted earnings per share, 349,335 (2001 — 4,105,167) shares 
were added to the weighted average number of common shares outstanding during the year for the 
effect of stock options and share purchase warrants. 


(f) Shares Purchased: 


Under the provisions of the normal course issuer bid, during 2002 the Company purchased 
1,028,600 common shares at an average price of $1.81 per share, including commissions, and such 
shares were cancelled. During 2001 under the provisions of the 2001 normal course issuer bid the 
Company purchased 1,164,700 common shares at an average price of $1.98 per share, including 
commissions, and such shares were cancelled. The excess of price paid over the average price per 
share is charged to retained earnings. 
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TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


Income taxes: 


Income tax expense differs from the amount that would be computed by applying the Federal and Provincial 
statutory income tax rates. The reasons for the differences are as follows: 


2002 2001 
Income tax rate 39.23% 42.12% 
Expected tax expense $ 1,834 $ 4,867 
Decrease in taxes resulting from: 
Future income tax rate adjustment - (669) 
Benefit realized from lower rates in other jurisdictions (780) = 
Provision for income taxes $ 1,054 $ 4,198 


The components of the net future income tax liability at December 31, 2002 are as follows: 


2002 2001 
Future income tax assets: 

Share issue costs $ 134 $ Din 
Other 59 37 
193 308 

Future income tax liabilities: 
Partnership income (607) 2,182 
Property, plant and equipment 7,684 5,456 
Other - 45 
GOUL 7,683 
Net future income tax liabilities $ 6,884 $ SHS 


9. Commitments: 


The Company has operating lease commitments for vehicles, equipment and buildings for the next five 
years as follows: 


2003 $1,787 
2004 1,165 
2005 817 
2006 784 
2007 TS: 
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TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


10. Financial instruments: 


11. 


(a) Risk management activities: 


The Company does not have a significant exposure to any individual customer or counter party. 
Concentration of credit risk on the Company's trade accounts receivable exists in the oil and 
gas industry. 


(b) Fair values: 


The carrying values of bank indebtedness, accounts receivable, accounts payable and accrued 
liabilities approximate their fair value due to the relatively short periods to maturity of the 
instruments. The fair value of long-term debt is determined at the present value of contractual 
future payments of principal, discounted at the current market rates for interest available to the 
Company for the same or similar debt instruments with fixed interest rates. All long-term debt with 
variable interest rates are assumed to already be at fair value and therefore are not revalued. 


(c) Interest rate risk: 


The Company manages its interest rate risk on borrowings by utilizing a combination of short term 
fixed rates through the use of 30 to 90 day Banker’s Acceptance rates and floating rates on debt. 
At December 31, 2002 virtually all debt was at a short term fixed Banker’s Acceptance rate. 


Inventory purchase and leasing program: 


The Company entered into a $7 million gas compression inventory purchase and leasing program 
agreement on September 29, 1999 (the "Agreement") with a third party company. Pursuant to the 
Agreement, the Company could transfer up to $7 million of portable gas compression equipment to the 
third party for an initial term of five years after which time the program could be renewed for an additional 
five years. At the end of either term the Company has the option to repurchase the transferred inventory 
at its unamortized amount. As well, at the end of either term the third party company has the option to 
require the Company to repurchase the inventory at the unamortized amount. 


During 2001 the third party notified the Company that it was closing its leasing operations and 
under the Agreement, was exercising its right to end funding on the yearly anniversary date of 
September 29, 2001. After September 29, 2001 the Company can no longer have new unamortized 
funds under the Agreement. At September 29, 2004 the Company will be required to repurchase any 
unleased inventory at the unamortized amount. The leases on any units that are on lease at the end of 
September 29, 2004 will continue to the end of the lease term at which time the Company will be 
required to repurchase the units at their unamortized amount. At December 31, 2002 the unamortized 
amount of equipment subject to repurchase is $833,000. 


Advances received are recognized as a deferred obligation and are recognized to income at agreed 
amortization rates ranging from 1.25% to 2.00% of the advances when the equipment is leased or 
rented by the third party to customers. The third party enters into lease and rental agreements with the 
customers directly. The Company is not a party to any lease or rental agreements between the third party 
and customers, nor does the Company have any risk of customer default on the lease or rental 
agreements. Equipment transferred under the program is included in inventory. When the equipment is 
leased by the third party to customers, the asset is transferred to capital assets and is amortized over 
180 months. When the equipment is sold, the deferred obligation is reduced and the applicable revenue 
and cost of sales is recognized in income. 


TOTAL ENERGY SERVICES LTD. 2002 ANNUAL REPORT 


37 


TOTAL ENERGY SERVICES LTD. 
Notes to Consolidated Financial Statements 


Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


11. Inventory purchase and leasing program (continued): 


Under the terms of the Agreement, the Company is subject to certain fees including an annual payment 
and a monthly payment based on an annual interest rate of prime rate plus 1.25% for any inventory 
units in the program that are not on rent or lease. If an inventory unit has been transferred pursuant to 
the Agreement and has not been leased or rented for 364 consecutive days the monthly payment for any 
such unit is calculated at prime rate plus 6.0%. 


. Changes in non-cash working capital items: 


13. 


2002 2001 

Accounts receivable $ ©6569) $ 2,997 
Inventory and work in progress 1,198 (4,683) 

Income taxes recoverable — 447 
Prepaid expenses (339) (208) 
Accounts payable and accrued liabilities 1,564 (3,927) 

Deferred obligation (2,384) 616 

Income taxes payable (51) B5z 
Sees) $ (4,406) 


Subsequent event and related party transaction: 


Subsequent to December 31, 2002 the Company entered into a letter of intent to sell all of issued and 
outstanding shares of its Trailer Repair business for $2 million cash effective December 31, 2002. 
The transaction is expected to close in March, 2003. The Company considers this business non-core 
to its overall business. The Trailer Repair business comprised 6% of consolidated revenue in 2002 
(4% - 2001). The spouse of an officer and director is a 20% shareholder of the purchaser. The Company 
has conducted an extensive marketing process for this business as directed by the board of directors of 
the Company. The independent members of the board of directors of Total evaluated the offers 
received and determined that the related party bid was the superior offer. 
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Years ended December 31, 2002 and 2001 (tabular amounts in thousands of dollars) 


14. Segmented information: 


The Company operates in three main industry segments which are substantially in one geographic 
segment. These segments are Gas Compression Services, which includes the manufacture, sale, rental 
and servicing of natural gas compression equipment, Drilling and Production Rentals, which includes 
the rental and transportation of surface equipment used in drilling and production processes and 
Contract Drilling Services, which includes the contracting of drilling equipment and the provision of 


labour required to operate the equipment. 


The segmented amounts are as follows: 


Drilling 
Gas and, Contract 

compression production drilling 
December 31, 2002 services rentals services Other ® Total 
Revenue $ 15,270 $ 19,437 $ 8140 $ 2,513 $ 45,360 
Operating earnings " 1,482 3,841 984 (1,626) 4,681 
Depreciation and amortization 290 3,051 618 81 4,040 
Assets 20,342 37,502 24,646 1,909 84,399 
Goodwill 1,539 2,514 - 398 4,451 
Capital expenditures 4 5,461 5,000 4,457 18 14,936 
(1) Operating earnings are earnings before gain on sale of equipment, income taxes and goodwill amortization. 
(2) Excludes acquisitions. 
(3) Other includes the Company’s trailer repair business and the Company’s corporate activities. 

Drilling 
Gas and Contract 

compression production drilling 
December 31, 2001 services rentals services Other” Total 
Revenue Se 20/278) Se 2550301 10147 9 2.4169 583571 
Operating earnings *” 2,332 9,226 2,192 (1,785) _—-11,965 
Depreciation and amortization 390 3,029 674 192 4,285 
Assets 16,294 36,312 19,334 1,704 73,644 
Goodwill 1,539 2,514 - 398 4,451 
Capital expenditures 1,462 7,209 7,812 118 16,601 
(1) Operating earnings are earnings before gain on sale of equipment, income taxes and goodwill amortization. 
(2) Excludes acquisitions. 
(3) Other includes the Company's trailer repair business and the Company’s corporate activities. 
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